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Purpose 
This technical memorandum supplements TM 01-Project Cost Estimating Guidelines, to refine the 
following supplemental components of the estimate and to promote discussion with the client and 
consulting team members relative to the appropriate market trends, escalation factors, and cost trends 
that are appropriate for this program.  The specific factors addressed in this memorandum are: 
 

• Market trends – Current and local factors that influences the cost of the projects and the 
adjustments that apply to the cost base. 

• Projected costs – Discussion of escalation factors and basis 
• Historical costs – Cost database information and indexing methodology. 

 

Processes, forms and templates that are noted, but not yet developed are indicated with (TBD).  This 
will help with the identification of areas that need to be further refined for the estimating process. 

 

Market Trends – Overall Trends 
CH2M HILL tracks market trends throughout the construction industry.  Presented herein are some 
graphs and charts that begin to provide some insight on recent cost trends that might be applicable to 
this project and wastewater infrastructure projects in general. 
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CURRENT MARKET TRENDS – JUNE 2006

ENR’s Material Price Index has switched back to a decline for April, but 
is still in an upward trend from a year ago in 2005.

Material Prices – Examples:
Ready Mix Concrete has increased +6.9% from one year ago.
Paving asphalt has increased 17.8% from one year ago.
Copper pipe increased this month by +3.2%,and is 44.1% higher 

than one year ago.

 ENR CCI Index –  
20-City Average Material Price Index 

Overall Average +2.88% +1.85% 

1995 to 2003 Average +2.34% -0.55% 

2004 to 2005 Average +6.43% +10.50% 

2004 to Present Average +4.48% +9.04% 

Difference 1995 to 2003 
versus 2004 to 2005 

+4.09% +11.05% 

 

 

MARKET FACTORS

Some interesting points from a 2006 Public Works Institute 
presentation on March 1st, 2006:

Consumption of Goods in China – ½ of worlds cement, etc.

The Katrina/Rita Effect  – Over $38 BILLION spent to date

Petroleum Products  – Increases in asphalt, PVC products, backorders

Fuel and Delivery Costs  – 30% impact on large earth moving projects

Natural Gas & Fuel Surcharges – Manf Raw Mat’s (RMS) + Diesel Fuel (DFS)

Healthcare & Pension Contribution  - Increases Anticipated

Other Raw Materials – Glass (+16%), Aluminum (+3.5%), Iron Ore (+20%)

Hording of Materials – Causing Shortages and Pushing up Prices
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Market Trends - Analysis 
TM-01 addressed the use of a Market Condition Adjustment to account for, 1) Project Specific Factors 
and, 2) Local Economic Factors.  Market Condition Adjustment factors are separate from the “Location 
Factors” used to equate costs from other localities to the Portland area. 

Project Specific Factors: 

This is to account for components of the project that are not addressed by the direct cost development.  
As an example, if labor shortages are anticipated and additional per-diem will need to be paid to attract 
qualified craft, then this is to be accounted for with this factor.  Or, if there are considerations such as 
higher than anticipated fuel costs in the region or potential material shortages, these are addressed by 
this factor. 

Also, if a specific site has restrictions or constraints that are identified or anticipated that could impact 
the costs of the project; they would be accounted for here. 

Local Economic Factors: 

Economic factors can be a component of the escalation factors and it’s sometimes difficult to 
distinguish between the two.  However, in this case, this is an analysis of what impact the local 
economy has on the projects.  These are the influences outside of the direct construction and 
engineering. 

This can also include factors for working for a particular client or jurisdiction. 

Market Trends – Weighting: 

Once the “Project Specific” and the “Local Economic Factors” are identified, then a weighted factor 
between the two can be applied.  The methodology and rational for the ultimate factor to be used 
requires documentation. 

At this time, the factor to use is 1.00.  This is because no investigation or analysis has been performed to 
justify an appropriate and applicable value (TBD).  Prior to the submittal of the first estimate, this 
requires review to determine whether or not a factor can be calculated and applied. 
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Projected Costs - Escalation 
This topic was briefly addressed in TM-01:  Project Cost Estimating Guidelines.  As noted in that 
discussion, the projects are to be estimated in “Today’s Dollars”, meaning first quarter, 2007 USD.  The 
ENR 20-citys CCI index for the month that the estimate is produced is to be noted on the estimate and 
in the “Basis of Estimate”.  Once this is noted, it documents the time frame of the estimate and provides 
the basis for future costs adjustments. 

This is the final step in the “Adjustment Process” to obtain a completed estimate.  The rational for this 
adjustment is to give an indication of what the projected costs of the project would be in future dollars.  
It is felt that this is an appropriate approach so that the client has an indication of the Future Cost of the 
project and what the impact of time has on the values. 

It is assumed that the client does indeed want costs of the projects escalated.  However, as input from 
the client is received, it may be that for their purposes, the costs are to be presented in “Today’s 
Dollars”.  The final approach to cost escalation will be documented as part of the final tech memo and 
the cost estimates themselves. (TBD) 

There are three important issues that apply to escalation:  1) what rate to use, 2) the mechanics of 
allocating the escalation to the time frame under consideration, and 3) at what period of time will the 
construction work to be performed. 

Escalation Rate  

To determine an appropriate escalation rate is always a complex assessment.  The ENR indexes can be 
used to indicate a trend, but these are always historical in nature.  Using ENR’s CCI 20-cities index, the 
rate of change from a year ago is +2.5% (February 19th, 2007 issue).  This is down from a 5% change in 
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2006 and 6.9% in 2005.  So the trend appears to slowing down and leveling off per ENR.  However, it 
should be noted that when broken down into components, common labor, skilled labor and most 
materials exceed a 3% increase.  Also, ENR indexes are commodity based factors.  Although they are 
representative of the construction industry, they may not fully represent current market conditions or 
bidding climates.   The do not take into account surcharges or certain demand factors that may be 
impacting the market.  Refer to Attachment “A” for selected sections from ENR’s 4th Quarter Report 
(December 18th, 2006) which presents that publication’s forecast for 2007. 

The chief economist for the Associated General Contractors of American, in a February 2007, feels that 
for 2007 materials will increase by +4-6%(Dec-Dec) and Labor Costs +5% (Dec-Dec). 

Starting in January 2004, the construction industry experienced market impacts that are still being felt 
today.  From January 2004 to February 2007, the ENR CCI index has increased an average of 5.3% and 
the material index has incrased 8.63% for the same period. 

There are other resources that can be used and referenced.  But, the final determination comes down to 
a judgmental assessment as to the most reasonable rate to use.  This assessment becomes more difficult 
as the forecast goes out more than one or two years due to the uncertainly of market conditions. 

A rate needs to be settled on, so using the limited information presented above, the rate to use, for the 
purposes of this project, is 7%per year, at this time.  Note that this rate needs to be compounded per 
year past the 1st year. 

Mechanics of Escalation Rate Application 

Because the construction component is usually the largest value of the overall project costs, this will be 
used as focal point of escalation.  Accepting this premise, the methodology that is adopted is to escalate 
the total project costs to the mid-point of construction.  The duration begins with “today’s date”, 
though design, to the anticipated mid-point of the construction activities.  Attachment “B” is an 
example of a tool that can be used for this purpose. 

Project Time-Table and Construction Schedule 

Determining when a project will be executed, in preliminary design stages, can be difficult.  For 
purposes of this effort, the time table provided by the client, as the anticipated program schedule, will 
be used as the basis for the duration of work.   

 

Historical Costs 
The use of historical costs for a current estimate is an appropriate and logical approach to producing 
and estimate, especially in the early design phases of the project.  But, it’s important that the use of 
these historical costs be documented in the “Basis of Estimate” for purposes of adding credibility to the 
estimate. 

There are some considerations that need to be addressed when using historical costs: 

Actual vs Estimated 

It’s important to note whether the historical cost comes from actual recorded information or if it’s an 
estimated value.  The preferred approach is to use actual data, where possible and feasible. 

Adjustment to Current Dollars 
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As outlined in TM 01, the ENR CCI 20-cities index will be used to adjust historical information to 
current values (re: TM 01-Project Cost Estimating Guidelines; section “Adjusmtnet Factors and Cost 
Indexing – Definition”; “Cost Index-ENR Basis”; also, in that TM, Appendix “F”).  Refer to that section 
for specifics.  If another approach is used, since it’s felt that it may be more appropriate, this is to be 
stated in the “Basis of Estimate”. 

Historical Data – Outdated Information 

Data that is more than 3 years old should not be used, unless it can documented, and justified to 
support the usage.  As historical data of an item or unit cost under consideration gets older and older, it 
may not necessarily follow the ENR cost index curve.  
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ATTACHMENT “A” – ENR 4th Quartely Report 2006 – Forecast 
Information
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ATTACHMENT “B” – Escalation Tool 

 


